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Holding Shape 
This summer's World Cup is a reminder of what makes a soccer team good. The best teams are not built by stacking the field with forwards. They need a goalkeeper, 

defenders, midfielders, and attackers, each doing a different job, so the team holds up no matter what a given match throws at it. Soccer also poses a challenge that markets 

share: the clock runs continuously, aside from the occasional hydration break. There are no media timeouts and no huddles to redraw the game plan mid-possession. Once the 

referee starts the clock, that structure must hold on its own. 

A well-constructed investment portfolio works on a similar principle. It is not built around a single position expected to do everything, and how well each piece performs 

looks different quarter to quarter. This quarter, the roster held up well. Semiconductor stocks were the flashiest performers, posting their best quarter in nearly 30 years, but 

play continued elsewhere too. Small-cap, mid-cap, and international markets all posted real gains of their own, a deeper squad than the market has fielded in some time, while 

bonds, playing their usual role at the back, held their ground through volatility. In this letter, we recap the key developments of the second quarter, discuss the oil reversal and 

the Fed's new leadership, analyze the rally in semiconductor stocks, and look ahead to the third quarter. 

Oil's Round Trip, and a New Face at the Fed - The energy shock that began in the first quarter unwound almost as quickly as it arrived. Crude peaked near $115 in 

early April as the Middle East conflict closed the Strait of Hormuz, the passage that carries close to 20% of the world's daily oil supply. Prices fell back to roughly $70 by quarter-

end following a ceasefire between the U.S. and Iran. The ceasefire reduced hostilities rather than resolving the conflict, and the Strait's continued reopening is an expectation 

rather than a certainty. What we do know is how markets handled the uncertainty this quarter: oil prices came down, and stocks moved higher regardless. 

The reversal matters because energy prices flow directly into inflation, and inflation shapes the path of interest rates. Consumer prices rose 4.2% year-over-year in May, 

the highest reading in three years, with more than half of the increase tied to energy. Strip out energy and the underlying rate was 2.9%, a sign the spike was an oil story rather 

than a broad-based one. Coming into the year, markets expected the Fed to cut rates two to three times. By the second quarter, that expectation had flipped entirely, with 

markets pricing in the possibility of a rate hike this fall. 

The Fed also changed hands mid-quarter, a substitution of sorts. Jerome Powell's term as chair expired in mid-May, and Kevin Warsh was sworn in as the Fed's 17th chair. 

The twist is that Powell is not actually leaving: he is staying on as a member of the Board of Governors, something departing chairs have rarely done. Warsh held his first 

meeting in mid-June and kept the federal funds rate steady, consistent with the wait-and-see posture the Fed had already signaled. Markets are still getting a read on how the 

new leadership will work, and that will matter heading into the third quarter. 

A Historic Rally in Chips - Semiconductor stocks posted their strongest quarter in nearly 30 years, returning 88% and briefly approaching 100% before pulling back in the 

final weeks of June. The only comparable stretch came in the late 1990s, when the internet first went mainstream, an instructive parallel that points to genuine transformation 

and, at the same time, elevated expectations. 

The rally sits atop an extraordinary wave of capital spending. Five of the largest technology companies building AI infrastructure, Microsoft, Amazon, Meta, Alphabet, and 

Oracle, spent a combined $32 billion on capital expenditures in 2016. By 2025, that figure had grown to roughly $416 billion, and consensus estimates point to approximately 

$724 billion this year and nearly $900 billion next year. That spending funds data centers, the chips inside them, and the power infrastructure to run it all, and the companies 

leading the buildout say they are limited more by how fast they can build than by demand. 

The scale of the spending is also reshaping how companies raise capital. SpaceX completed the largest IPO in history during the quarter, raising $85 billion, with other 

prominent private AI companies expected to follow suit over the next year. Public companies including Alphabet and Oracle are issuing both stock and debt to fund their own 

buildouts. In short: the technology is real, the spending is real, and today's valuations suggest markets expect both to continue for years to come. 
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Gains Broaden Beyond Chips - What stood out beneath the headline rally, however, was how broadly the quarter's 

gains traveled. The small-cap Russell 2000 gained 21.5% ahead of the S&P 500's 15.2%, while the mid-cap S&P 400 kept 

pace at 14.5%. The year-to-date comparison is even more striking. The S&P 500 is up 10.2% this year but strip out the 

technology sector and that falls to 5.1%, while the S&P 400 has returned roughly 17% and the Russell 2000 roughly 22%. 

This broadening reflects real fundamentals, not just enthusiasm spreading around. Smaller companies, which 

tend to carry more floating-rate debt, have benefited directly as the Fed's recent rate cuts flowed through to their 

bottom lines. The domestic economy has proven resilient despite the oil shock, a notable contrast to the 1970s given how 

much less energy-intensive the economy has become. Finally, after years of technology leading the market almost alone, 

smaller companies trade at a discount that has become harder to ignore as their earnings improve. No single factor 

explains the shift, but lower rates, a resilient economy, and cheaper valuations together make a credible case for this 

year's broader returns. 

The same broadening showed up abroad, along with the same divide between technology and everything else. 

Emerging markets led the way, gaining 24% for the quarter and 24% year-to-date, as semiconductor-heavy markets  

like South Korea and Taiwan rode the same chip rally lifting U.S. stocks. Developed international markets rose 11.1% for  

Important Disclosures Link  

the quarter but have returned a more modest 9.8% this year, a gap that reflects their lighter technology exposure. Blending the two, international stocks returned 14.8% for 

the quarter and 14.0% year-to-date, comfortably ahead of the S&P 500 for the year. After a long stretch of U.S. markets leading almost by default, international positions are 

contributing real gains of their own. 

Bond Markets: Playing Defense - Interest rates tracked the same round trip as oil. Treasury yields rose through the middle of the quarter as crude stayed elevated and 

rate-cut odds faded, then reversed lower in June as energy prices fell and the inflation outlook improved. The 30-year Treasury was especially volatile, briefly touching its 

highest yield since 2007, before the volatility eased and yields stabilized by quarter-end. The Bloomberg U.S. Aggregate Bond Index returned 0.7% for the quarter, a defender's 

stat line: unglamorous, but exactly what was needed. Corporate bonds outperformed, with high-yield gaining 2.4% and investment-grade returning 1.8%, and credit spreads 

retightened after widening earlier in the spring. Spreads remain tight by historical standards, a sign of continued confidence rather than concern.  

What to Watch in the Third Quarter - None of this quarter's open questions have a clear answer yet. The first is whether inflation cools as oil's retreat suggests it 

should, easing pressure on the Fed, or whether it stays elevated and keeps a rate hike on the table. The second is whether the AI buildout's extraordinary spending continues 

to translate into real earnings growth, particularly as more of it is funded by new debt and equity. The third is whether this year's broadening continues, or whether leadership 

narrows back to a handful of names at the top. 

A list of open questions can understandably create some unease. But it is worth remembering how the quarter unfolded. Markets faced a war, an energy shock, inflation 

at a three-year high, and a change in Fed leadership, and still finished near record highs. Play never stopped for investors to regroup, and it will not stop in the third quarter 

either. No one can know exactly how these questions resolve, and our approach does not depend on guessing right. Like any good manager, we can make substitutions as the 

match unfolds, adjusting client portfolios as risks and opportunities emerge. The aim behind every move stays the same: a high-quality portfolio, diversified across asset classes, 

company size, sector, and geography, built to handle the uncertainty and volatility that markets will always bring. It does not need to forecast every outcome correctly. It just 

needs to hold its shape while play continues. As always, we thank you for your continued confidence and trust. 
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2026 Performance Figures 

  Q2 YTD 

DJIA (Dow Jones) 13.4% 9.8% 

S&P 500 15.2% 10.2% 

NASDAQ 100 27.7% 20.3% 

MSCI EAFE 11.1% 9.8% 

Russell 2000 Small Cap 21.5% 22.6% 
Bloomberg US Bond 
Aggregate 0.7% 0.6% 

MSCI World All Cap 15.0% 11.5% 
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